1 Others are the deferred profit-sharing plan (DPSP), pooled registered pension plan (PRPP), registered pension plan (RPP), specified pension plan (SPP), registered education savings plan (RESP), and registered disability savings plan (RDSP).
(2019) 67:2 that Canadians' RRSP savings are displaced by TFSA savings, the Canadian government faces a looming shortfall of future tax revenues, since TFSA investment income is tax-free and tax revenues from RRSP withdrawals will be less than expected. 9 The remainder of the article proceeds as follows. In the next section, we review relevant public finance literature to situate our research, and develop our hypothesis. Then we discuss our methodology and sample description. Next, we present the results of our analysis. The article concludes with a discussion of the implications of our research.
B A C KG RO U N D L I T E R AT U R E A N D H Y P O T H E S I S D E V E L O PME N T
Several recent studies compare RRSP and TFSA usage in the Canadian context. Kesselman 10 compares the features of the TFSA and the RRSP, and conducts a comparative analysis of TFSA usage by income and age. He finds a steep decline of TFSA maximization rates from 2009 to 2014, especially among modest-to low-income individuals and young individuals, and suggests that TFSA contributions are likely to be savings diverted from other sources such as taxable savings and RRSPs. Messacar 11 investigates aggregate RRSP contributions among taxfilers aged 25 to 54 around the time that the TFSA was introduced and finds that RRSP contributions declined from $ 30.6 billion in 2009 to $22.5 billion in 2013. In contrast, TFSA contributions during this time period increased from $9 billion to $15.9 billion.
Lavecchia 12 and Zaman 13 investigate TFSA usage, using data from the Survey of Financial Security (SFS). Both studies find that TFSAs are more popular among older, highly educated, and higher net worth families. Using a subsample of families with children, Lavecchia further finds that higher TFSA balances displace taxable savings in fixed-income assets but do not significantly affect RRSP balances.
It is noteworthy that the above studies use different data sources. Kesselman uses TFSA statistics published by the Canada Revenue Agency. The SFS data used in 9 Kevin Milligan, "Policy Forum: The Tax-Free Savings Account-Introduction and Simulations of Potential Revenue Costs" (2012) 60:2 Canadian Tax Journal 355-60.
10 Jonathan Kesselman, "Tax-Free Savings Accounts: Expanding, Restricting, or Refining?" an empirical analysis of the displacement effect of tfsas on rrsps n 313
Lavecchia's and Zaman's studies are derived from self-reported responses to a Statistics Canada survey. The LAD data used in Messacar's report are collected from the federal personal income tax forms of 20 percent of Canadian taxfilers. Unlike the SFS, which contains the year-end balances of RRSPs and TFSAs for selected years at the household level, the LAD data used by Messacar and in our study provide the amounts of RRSP and TFSA contributions by individual taxfilers for every year of the study period (in our study, 2009-2015) . The large sample size and accurate contribution data provided by the LAD are suitable for examining the displacement between TFSA and RRSP contributions. Outside Canada, the preponderance of public finance literature pertaining to potential displacement effects between savings accounts is within the US context. 14 The United States has a pair of tax-favoured savings plans akin to Canada's RRSP and TFSA, namely, the individual retirement account (IRA) and the Roth IRA, respectively. 15 Some US researchers have examined the extent to which taxpayers have converted a traditional IRA to a Roth IRA; 16 others have suggested strategies for taxpayers to use in choosing between traditional IRAs and Roth IRAs based on factors such as current and future income tax rates and the investment time horizon. 17 (2019) 67:2 examined whether employees who contribute to an employer-sponsored retirement savings plan (a 401(k)) are likely to additionally save in individual plans (such as IRAs and Roth IRAs); however, this stream of research has produced inconclusive results. 18 Moreover, these studies have not examined how taxpayers' net IRA contributions were affected, if at all, when the Roth IRA was introduced in 1998. As the above literature shows, there is limited empirical evidence on whether or the extent to which tax-prepaid savings increase or displace tax-deferred savings, and any such evidence that does exist is inconclusive. Our study aims to fill this gap by conducting a comprehensive study of the displacement effect of TFSAs on RRSPs using a comprehensive data set of Canadians taxfilers.
Life-cycle consumption theory models of saving decisions hypothesize that individuals will maximize the utility of savings over their lifetime. 19 That is, individuals will save early in their lives so that they can accumulate assets for consumption in their retirement period. The tax incentive provided by RRSPs encourages Canadians to save for future consumption. When an additional type of tax-preferred savings plan (such as the TFSA) is introduced, individuals have to first decide whether they will contribute to this new savings plan. If they decide that they will, they then must decide whether the contribution will be funded by reducing their consumption or by reallocating pre-existing savings from other savings plans (such as the RRSP). On the one hand, by contributing to the new savings plan, individuals could save more tax (and thereby secure greater future consumption), making consumption today a less attractive option. In this case, individuals would reduce their consumption and contribute to TFSAs without affecting their contributions to RRSPs. On the other hand, if individuals would like to maintain the same level of total tax-preferred savings to achieve their optimal consumption, and if they are indifferent about the tax implications of RRSPs versus TFSAs, those individuals who chose to contribute to TFSAs would divert their savings away from RRSPs and into TFSAs. Moreover, if both possibilities apply simultaneously, we would expect a partial displacement effect of TFSAs on RRSPs to occur. 20 That is, in general, individuals will neither reduce their consumption to be able to contribute the maximum allowable amount to their TFSAs, nor apportion all of their savings away from RRSPs and an empirical analysis of the displacement effect of tfsas on rrsps n 315 into TFSAs. 21 Thus, we would predict that savings in TFSAs displace savings in RRSPs, but not completely. As a result, total savings in TFSAs and RRSPs combined would be greater than total savings in RRSPs alone, but year-over-year total savings in RRSPs would decline. Our hypothesis is as follows:
Hypothesis: Savings in TFSAs partially displace savings in RRSPs. 
ME T H O D O L O G Y A N D S A MP L E D E S C R IP T I O N
We obtained a panel of individual taxfilers' data from the Statistics Canada's LAD. 22 This data set provides annual RRSP and TFSA contributions and withdrawals, along with annual taxable incomes and demographic characteristics such as age, gender, family size, and province of residence, of 20 percent of all Canadians who filed a federal tax return each year. Our sample period starts in 2009 and ends in 2015; 2009 is the year when the TFSA was introduced, and 2015 is the most recent year with available LAD data. Table 1 , panel A, lists the annual participation rates-that is, the percentage of taxfilers in the LAD who made contributions to an RRSP and/or a TFSA-in each year from 2009 to 2015. The accompanying graph (figure 1) shows a steady decline in the percentage of taxfilers who made net RRSP contributions, from 26 percent in 2009 to 22 percent in 2015. As well, the graph shows a steady increase in the percentage of taxfilers who made net TFSA contributions, from 16 percent in 2009 to 27 percent in 2015, surpassing the RRSP participation rate in 2013. Despite the growing popularity of the TFSA, 60 percent of the taxfilers in the data set did not contribute to either an RRSP or a TFSA by 2015.
Panel B of table 1 reports the average participation rates of the RRSP and TFSA by income. The sample taxfilers are divided into four income quartiles based on their taxable income in each year, where Q1 denotes the lowest income quartile and Q4 denotes the highest income quartile. The TFSA appears to be more popular than the RRSP among individuals in the bottom income quartile: the participation rate is 11 percent for the TFSA and only 3 percent for the RRSP in this income group. This finding is in line with the Canadian government's intention for the TFSA to provide a saving incentive for low-to moderate-income Canadians. Participation rates in both accounts increase with income. The RRSP participation rate rises from 3 percent in the bottom income quartile (Q1) to 44 percent in the top income quartile (Q4). The average TFSA participation rate exhibits less of an increase, from 11 percent (Q1) to 23 percent (Q4). Eighty percent of individuals in the bottom income quartile (2019) 67:2 do not contribute to either an RRSP or a TFSA. This number drops to 35 percent in the top income quartile. These findings suggest that the top earners claim the most tax benefits from the TFSA and the RRSP. Panel C of table 1 reports the average participation rates by age. Participation in the RRSP exhibits an inverted U-shape across the 10 age groups: it increases from 7 percent in the under 25 age group, peaks at 30 percent in the 50-54 age group, and declines to 10 percent in the 65-70 age group. In contrast, participation in the an empirical analysis of the displacement effect of tfsas on rrsps n 317 TFSA increases with age, from 14 percent in the under 25 group to 26 percent in the 65-70 age group. Individuals in both the youngest and the oldest age groups used the TFSA more than the RRSP, suggesting that the TFSA better caters to young people with more distant retirement saving needs and to seniors approaching ineligibility to make RRSP contributions. Table 2 reports the percentages of taxfilers in the sample who maximized their contributions to RRSPs and TFSAs. We allow a $500 cushion; therefore, the maximization rates reflect taxfilers whose ending RRSP and TFSA contribution room in a given year is less than $500. Panel A shows that the percentage of taxfilers who maximized their contributions to RRSPs declined slightly, from 3 percent in 2009 to 2 percent in 2015. In contrast, the percentage of taxfilers who maximized their TFSA contributions declined more markedly, from 10 percent in 2009 to 2 percent in 2015. The growing unused TFSA contribution room suggests insufficient justification to further raise the TFSA contribution limit. Panels B and C of table 2 compare the maximization rates across the income quartiles and age groups, respectively. A higher proportion of individuals maximized the contribution limits of the RRSP and TFSA in the higher income and older age groups. These findings support Kesselman's argument that the TFSA most benefits individuals with financial assets and the means to shift savings from taxable accounts to tax-free accounts, and that the ability for the TFSA to create new savings for the average Canadian is limited. 23 
3 6 55-59 
3 14 RRSP = registered retirement savings plan; TFSA = tax-free savings account.
Note: This table lists the maximization rates of RRSPs and TFSAs in each year from 2009 to 2015. RRSP (TFSA) maximization is defined as the contribution room of RRSP (TFSA) in a year that is less than $500. In each year, the contributors are taxfilers in the Longitudinal Administrative Databank who are between ages 18 and 70, within the 1% to 99% income percentile, and who have made a net RRSP and/or TFSA contribution in that year.
To examine the relationship in savings between the RRSP and the TFSA at the individual level, we focus our subsequent analysis on taxfilers who were "contributors" in 2009 through 2015. That is, for each year, we restrict our sample to taxfilers who made a positive net contribution to an RRSP and/or a TFSA in that year, since our goal is to investigate taxpayers' saving patterns using the two tax-preferred savings accounts. Thus, taxfilers who used neither an RRSP nor a TFSA in a given year from an empirical analysis of the displacement effect of tfsas on rrsps n 319 2009 to 2015 are excluded from further analysis, as are taxfilers who made a net withdrawal from either an RRSP or a TFSA. 24 The net contribution of a taxfiler in each year is defined as the difference between the amount contributed and the amount withdrawn (if any) in that year. We further restrict our sample to taxfilers in the age group of 18 to 70 because an individual must be 18 years old to own a TFSA and an individual can no longer make an RRSP contribution after age 71. We exclude individuals in the top and bottom 1 percent brackets of total income to avoid biased results from individuals in these extreme income groups. 25 Table 3 reports average net RRSP and TFSA contributions as well as the number of contributors in each year from 2009 to 2015. The number of taxfilers exceeds 1 million in each year, and the overall sample contains over 2.3 million unique taxfilers. The average net RRSP contribution declines every year from $2,100 in 2009 to $1,600 in 2015, whereas the average net TFSA contribution increases every year from $1,700 in 2009 to $3,600 in 2015. The average net TFSA contribution surpasses the average net RRSP contribution in 2011. The parallel graph (figure 2) illustrates these patterns. The decline in average RRSP contributions and the increase in average TFSA contributions year over year are consistent with Messacar's findings about the aggregate RRSP and TFSA contributions. 26 Table 4 27 The median income of $43,200 is higher than the $31,400 median from the Canadian Income Survey, suggesting a larger number of highincome individuals among the RRSP/TFSA contributors than in the Canadian population. The contributors had a median age of 47 years (a mean age of 45.9 years), were 56 percent female and 52 percent married individuals, and had an average family size of 2.64 persons. Compared with the 2011 census, where the Canadian population had a median age of 41 years, were 51 percent female and 24 It is possible for a taxfiler to be in a net savings position if he or she withdraws funds from an RRSP (TFSA) but contributes more than the amount of the withdrawal to a TFSA (RRSP) in a given year. In untabulated results, we find that including these individuals in the sample (using inverse hyperbolic sine transformation of the dollar variables) does not change our inference about the results. (2019) 67:2 
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1,700 2,800 1,086,655 an empirical analysis of the displacement effect of tfsas on rrsps n 321 46 percent married individuals, and had an average family size of 2.5, our sample has a slightly higher proportion of females, a comparable family size, and a slightly higher average age. 28 To determine empirically whether there is a significant displacement effect of TFSAs on RRSP savings, we use the following regression equation as our main specification:
(1)
In this equation, RRSP NET i,t denotes the net amount of the RRSP contribution of individual i in year t. TFSA NET i,t is the net amount of the TFSA contribution made by the same individual i in year t. The partial displacement hypothesis will be supported if the β coefficient on TFSA NET i,t is significant and negative, and more than −1 but less than 0. 29 (2019) 67:2 Controls i,t denotes the vector of the control variables, which includes demographic characteristics that have been found to be related to people's saving behaviour, namely, income, age, gender, and marital status. 30 Income Q4 (Q1) denotes the highest (lowest) income quartile based on the total taxable income of individual taxfilers in each year. Income Q1 is dropped in the regressions to avoid multicollinearity. We divide the sample taxfilers into 10 age groups of under 25, 25-29, 30-34, 35-39, 40-44, 45-49, 50-54, 55-59, 60-64, and 65-70 . The age group indicators are included to control for the potential non-linear effect of age on retirement savings. Female is a dummy variable that equals 1 for female and 0 for male. Married is a dummy variable that equals 1 if an individual is married and 0 otherwise.
We also control for registered pension plan (RPP) contributions (RPP CTR), indicative of pre-existing pension savings through an employer pension, since empirical research suggests that the presence of employer-provided pensions affects saving behaviour. 31 The annual RRSP contribution limit (RRSP LMT) and the cumulative TFSA contribution limit (TFSA LMT) are included in the regressions since individuals who contribute close to the maximum amount in one of the two accounts may divert funds into the other. 32 Year, province, and family-size fixed effects are included in the regression to control for unobservable fixed effects over time, across provinces, and across different family sizes. We apply a log transformation for all the dollar variables to reduce the skewness in the raw variables. 32 Annual RRSP contribution limits are included in the LAD. We use the following equation to calculate the cumulative TFSA contribution limit:
TFSA contribution limit i,t = cumulative legal TFSA contribution limit t − cumulative TFSA contributions from 2009 to year t − 1 i,t + cumulative TFSA withdrawals from 2009 to year t − 1 i,t ,
where i denotes individual in the sample and t denotes the year. The legal TFSA contribution limit was $5,000 in 2009-2012, $5,500 in 2013-2014, and $10,000 in 2015.
an empirical analysis of the displacement effect of tfsas on rrsps n 323 Table 5 presents the pooled OLS regression baseline results examining the displacement effect between RRSPs and TFSAs. In column 1, where the regression controls for year, province, and family-size fixed effects only, TFSA NET exhibits a negative and significant coefficient. Column 2 further controls for income, age, RPP contributions, and RRSP and TFSA contribution limits, and shows a consistent negative and significant coefficient for TFSA NET. On the basis of the estimated coefficient in column 2 of table 5, a 1 percent increase in net TFSA contributions would reduce the net RRSP contributions by 0.402 percent. In dollar terms, using the average net TFSA contribution of $2,600 and average net RRSP contribution of $2,100, a $26 increase (1 percent) in TFSA contributions would reduce RRSP contributions by $8. 44 . Thus, our baseline results suggest a partial displacement effect between the TFSA and the RRSP. We next investigate whether the baseline results are driven by the unobservable heterogeneous saving preferences among different subsamples of individuals. 33 To give an extreme example, if a significant number of the sample individuals with a strong preference for the TFSA or the RRSP contribute to their preferred account only and the remainder of the sample individuals are indifferent as between the TFSA and the RRSP, the observed negative coefficient of the TFSA variable may only reflect the contrasting saving patterns among the subsample individuals with strong preferences for the TFSA or the RRSP. We conduct multiple robustness checks to address this concern.
R E S U LT S
First, we add individual fixed effects in the regressions to control for time-invariant individual saving preferences. The coefficient of TFSA NET in the individual fixedeffect model now estimates the association between TFSA contributions and RRSP contributions over time among individuals. Columns 3 and 4 of table 5 nevertheless show a significant and negative coefficient for TFSA NET. The displacement effect remains statistically and economically significant: the regression in column 4 suggests that a 1 percent increase in the contribution to a TFSA crowds out the contribution to an RRSP by 0.191 percent for the same individual. The time-invariant variables such as age group and gender are omitted in the individual fixed-effect regressions.
Second, we use our sample taxfilers' RRSP saving pattern in the pre-TFSA years (2003-2008) as a proxy for their retirement saving preferences, and test whether the baseline results are driven by the prior preference toward or against RRSPs among the sample taxfilers. Specifically, we classify our sample into four categories: those 33 For early discussions about individuals with "a taste for savings," see Philip Cagan, 
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−0.432*** *, **, and *** denote significant at the 10%, 5%, and 1% level, respectively.
Definition of variables:
RRSP NET is the natural log of (net RRSP contributions + 1).
TFSA NET is the natural log of (net TFSA contributions + 1).
RPP CTR is the natural log of (RPP contributions + 1).
RRSP LMT is the natural log of (RRSP contributions + 1).
TFSA LMT is the natural log of (TFSA contribution limit + 1), where the TFSA contribution limit equals the cumulative annual contribution limit since 2009 plus cumulative TFSA contributions of the individual since 2009 minus cumulative TFSA withdrawals of the individual since 2009.
Income Q2, Q3, and Q4 are indicator variables that equal 1 if an individual's total income is ranked in the 2nd, 3rd, and 4th quartiles in a given year, respectively, and equal 0 otherwise. Total income is the amount reported on line 150 of the T1 tax form.
Age group variables are indicator variables that equal 1 if an individual's age is in a given age group and equal 0 otherwise.
Female is an indicator variable that equals 1 if an individual is female and equals 0 otherwise.
Married is an indicator variable that equals 1 if an individual is married and equals 0 otherwise. a Y = year; P = province; F = family size; I = individual.
an empirical analysis of the displacement effect of tfsas on rrsps n 325 who made a net RRSP contribution in all six years from 2003 through 2008 ("continuous" contributors); those who made a net RRSP contribution in three, four, or five of the six years ("frequent" contributors); those who made a net RRSP contribution in one or two of the six years ("occasional" contributors); and those who did not make a net RRSP contribution in any of the six years ("non"-contributors). If our baseline results were driven by the difference in preferences for RRSPs across the groups, the within-group variation in the displacement between RRSP and TFSA would be insignificant. However, the results in table 6 do not support this possibility. We find a significant displacement effect in all four groups based on individuals' prior RRSP contribution patterns. Interestingly, the magnitude of the displacement effect varies across the four groups. The effect is strongest among the "non"-contributors, suggesting that the TFSA reflects most closely their saving preference relative to the RRSP. A 1 percent increase in TFSA contributions on average crowds out 0.566 percent of RRSP contributions among the "non"-contributors. On the other end of the savings spectrum, the "continuous" contributors experience only a modest displacement effect after the introduction of the TFSA: a 1 percent increase in TFSA contributions on average diverts 0.11 percent of RRSP savings. Individuals who already have a habit of saving appear to benefit more from the TFSA than those who do not. Third, we investigate the displacement effect among individuals with different income levels and in different age groups, respectively. Column 1 of table 7 adds the interaction terms between the income quartile variables and TFSA NET in the regression. We find a significant displacement effect across all four income groups, suggesting that the baseline results are not driven by the cross-group difference in the preference for the RRSP or the TFSA. The displacement is strongest in the bottom income quartile (Q1). A 1 percent increase in TFSA contributions on average reduces RRSP contributions by 0.525 percent. In contrast, the reduction in RRSP contribution is only 0.305 percent (0.525 percent − 0.220 percent) in the top income quartile (Q4). This finding is consistent with low-income individuals substituting more savings toward TFSAs, since they benefit less from RRSP tax deductions than do high-income individuals. This finding is also consistent with Kesselman's finding that TFSAs benefit high-income individuals by sheltering more tax-preferred savings, part of which could be reallocated from their taxable savings. 34 Column 2 of table 7 adds interaction terms between the age groups and TFSA NET in the baseline regression. Again, the displacement effect remains significant across all age groups. We further observe a non-linear association between age and the displacement effect: individuals in the age groups of under 25, 60-64, and 65-70 exhibit the strongest displacement effect, and the effect is modest among the individuals between age 25 and 59. The TFSA appeals to the younger age demographic, who tend to earn relatively modest incomes. The tax benefits of saving in the RRSP is thus limited for this age and income demographic. The TFSA is also 326 n canadian tax journal / revue fiscale canadienne (2019) 67:2 attractive for seniors because unlike the RRSP, which excludes contributions from individuals over age 71, the TFSA has no upper age limit for making contributions or mandatory withdrawals.
Last, we evaluate the impact of TFSA contribution limit increases on the displacement between RRSPs and TFSAs. The annual TFSA contribution limit increased from $5,000 to $5,500 in 2013 and increased again to $10,000 in 2015. If increases in the TFSA contribution limit allowed individuals to transfer more planned RRSP contributions to their TFSA, the displacement effect would become more pronounced over time. On the other hand, if increases in limits encouraged people to save more or shelter more taxable savings, the displacement effect would remain stable or 
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The dependent variable is RRSP NET in the regressions. *, **, and *** denote significant at the 10% , 5%, and 1% level, respectively. 328 n canadian tax journal / revue fiscale canadienne (2019) 67:2 decrease over time. Table 8 reports the regression results by year. The coefficient of TFSA NET is significant and negative for each year from 2009 to 2015. Furthermore, the magnitude of the coefficient increases every year, suggesting that TFSAs increasingly crowd out savings in RRSPs over time. The displacement effect is the most pronounced in 2015, suggesting that the one-time spike to the TFSA contribution limit in 2015 had little impact on creating new tax-preferred savings.
RO B U S T N E S S T E S T S
We next examine whether our main finding is robust in relation to the definitions of the key dependent and independent variables, alternative control variables, demographic groups, and an alternative regression method.
First, we test whether our finding is robust in relation to alternative definitions of the RRSP and TFSA variables. Because the log transformation requires the net contributions to be non-negative, individuals with negative RRSP or TFSA contributions but with positive total contributions (that is, net savers) are excluded from the above analysis. We provide three alternative definitions of the RRSP and TFSA variables to also include net savers with negative contributions in an RRSP or a TFSA. First, we define TFSA (RRSP) dummy, which is set to 1 if the TFSA (RRSP) net contribution is positive and is set to 0 otherwise. Negative contributions are coded as 0 on the basis of this definition. 35 Second, Sinh -1 (TFSA) and Sinh -1 (RRSP) are defined as the inverse hyperbolic sine transformation of the TFSA and RRSP net contributions, respectively. 36 The inverse hyperbolic sine transformed variables are highly correlated with the log transformed ones but do not restrict non-negative values. Third, we define TFSA/Income and RRSP/Income as the percentages of TFSA and RRSP contributions in an individual's total income, respectively. Negative contributions are coded as 0. Table 9 reports the regression results using the three alternative variable definitions. We find consistent negative coefficients of the TFSA variable across all specifications. Accordingly, our inferences about the displacement between RRSP and TFSA contributions are not subject to the log transformation of the RRSP and TFSA variables.
Second, we control for the presence of investment income as the proxy for individuals' taxable investments. Because the introduction of the TFSA allows individuals to shelter more of their investments from taxes, "new" saving in TFSAs may be redirected at taxable investments rather than RRSP contributions. We therefore expect less of a displacement effect among individuals with investment income. We define investment income as the sum of taxable dividends, capital gains, rental income, and interest. Column 1 of table 10 includes a positive investment income dummy variable as well as its interaction with TFSA NET in the regression. The displacement effect remains significant after controlling for investment income (InvestIncome>0). The positive coefficient of the interaction term suggests less displacement among individuals with positive investment income. Column 2 of table 10 repeats the same exercise using the positive change in investment income as a proxy for the "unexpected" investment income. The rationale is that people may not frequently change their saving plans but would be motivated to do so when their investment income and the associated taxes were higher than expected. We find a consistent displacement effect 
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The dependent variable is RRSP NET in the regressions. *, **, and *** denote significant at the 10%, 5%, and 1% level, respectively. 332 n canadian tax journal / revue fiscale canadienne (2019) 67:2 among individuals with or without positive changes in investment income, although the effect is weaker in the former group. 37 Third, we test whether the displacement effect holds for gender, marital status, different family sizes, self-employment status, enrolment in an RPP, and geographic location. 38 The results are robust across all of the demographic groups. Excluding individuals who maximize their contributions to RRSPs and/or TFSAs also does not change our inference, suggesting that the explanation for the results is not that individuals who reach the contribution limit of one account use the other as an alternative. 39 Finally, we repeat the above analysis using individual fixed-effect regressions and find consistent results.
IMP L I C AT I O N S A N D CO N C L U S I O N S
In this study, we set out to determine empirically whether TFSAs displaced savings in RRSPs. Utilizing Statistics Canada's LAD, we investigate this issue using a large sample of Canadian taxfilers who made a net contribution to an RRSP and/or a TFSA from 2009 to 2015. We find strong evidence of a partial displacement effect. Once the TFSA was introduced, taxpayers had the opportunity to contribute to a TFSA as well as an RRSP. They chose to contribute to TFSAs without simultaneously maintaining or increasing their RRSP contributions. Our baseline results indicate that every 1 percent increase in a TFSA contribution reduces an RRSP contribution by approximately 0.4 percent.
Our displacement effect results are robust regardless of the following factors: RRSP contribution behaviour prior to 2009, income, age, gender, marital status, family size, province or territory of residence, self-employment status, whether taxfilers contributed to an employer pension or maximized their contributions to RRSPs and/or TFSAs, and whether taxfilers had passive (investment) income. Collectively, our results do not appear to be attributable to savings preferences of particular groups of taxfilers. Furthermore, the magnitude of the substitution effect increases every year over the sample period, during which the TFSA contribution limit was raised twice (in 2013 and 2015). We find that increases in TFSA limits had a limited effect on creating new savings. As unused TFSA contribution room accumulated over time, the percentage of taxfilers who maximized their TFSA contributions declined from 10 percent in 2009 to 2 percent in 2015.
Our results do not indicate complete displacement, since the magnitude of an increase in TFSA contributions is not matched by a corresponding decrease in RRSP contributions. Nevertheless, if the TFSA also replaces savings in taxable accounts or other forms of wealth accumulation, at least partially, the government may not achieve its goal of increasing total savings by offering the TFSA as a tax-preferred savings vehicle. 40 The stronger displacement effect that we find among young Canadians and the increasing displacement effect over time is concerning from a future tax revenue perspective: because the net annual amounts being contributed to RRSPs are declining, tax revenues will be lower than expected when funds held in RRSPs are withdrawn. This trend may suggest that Canadians are saving less for retirement, even if they are increasing their savings in TFSAs relative to RRSPs. Two factors may contribute to this saving behaviour: the TFSA can be used for short-term and intermediate saving needs, and it is not tax-prohibitive to make a TFSA withdrawal, since withdrawals are not taxable income.
Our research supports the aggregate findings of Messacar, who documented a Canada-wide declining trend of RRSP contributions against an upward trend in TFSA contributions. 41 Our research also contributes to the wider tax and economics literature on tax-favoured savings plans, and specifically the interplay between taxdeferred savings plans and tax-prepaid savings plans, by documenting a partial displacement or crowd-out effect in the Canadian context. We encourage further research, perhaps using a behavioural economics focus, to better understand why this displacement could have occurred and to suggest policy changes that would better integrate the existing tax-preferred saving plans. 42 40 Kesselman, supra note 10, finds that the use of TFSAs is motivated by tax minimization because taxable assets have been shifted into TFSAs with a minimal increase in savings.
41 Supra note 11.
42 See, for instance, Card and Ransom, supra note 30, discussing framing effects, and Richard H. Thaler, "Anomalies: Saving, Fungibility, and Mental Accounts" (1990) 4:1 Journal of Economic Perspectives 193-205, for a discussion of mental accounting (https://doi.org/10.1257/jep. 4.1.193 ).
